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MEMORANDUM FOR ALL FORSCOM Directorates of Contracting

SUBJECT: Contracting Information Letter (CIL) 01-29, Contractor Cost Sharing

1. Reference:

a. Memorandum, The Under Secretary of Defense, 16 May 01, subject:
Contractor Cost Sharing (Encl 1).

b. Memorandum, Office of the Asasistant Secretary of the Army (Acquisition,
Logistics, and Technology), 9 Jul 01, subject: Contractor Cost Sharing (Encl 2).

2. Contractors should not be encouraged or required to supplement DaD
appropriations by bearing a portion of defense contract costs, whether through
use of their internal research and development funds or profit dollars.

3. For additional information, please contact Steve Sullivan at 404-464-7175 or
e-malil, sullivas@forscom.army.mil.

-

2 Encls TONI M. GAINES
as Acting Chief, Contracting Division
Acting Principal Assistant Responsible
for Contracting
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MEMORANDUM FOR SECRETARIES OF THE MILITARY DEPARTMENTS
DIRECTOR, DEFEMNSE RESEARCH AND ENGINEERING
DIRECTORS OF DEFENSE AGEMCIES

SUBJECT: Contractor Cost Sharing

In order to ensure that the companies the Department of
Defense does business with are able to provide innovative,
technologically excellent weaponsz and equipment at affordable
prices, wa must be concerned about the financial health of the
defansa industry. Financially sound companies are able ta attract
the resources and talent necessary to provide best value solutions
to warfighters and taxpayers alike.

One of the ways to ensure these companies remain financially
sound is to consider carefully the degree of investment they are
making in defense programs. In today's environment af reduced
defenase spending and fewer new program starts, it is short-sighted
to reguire contractor investment in defense research and
development contracts. Instead, we should permit contractors to
earn a reasonable return on these contracts in exchange for good
peczformance. The only exception te this pelicy would be unusupal
situations where there is a reasonable probability of a potential
commercial application related to the research and development
effort.

Contractor investment in defense programs may take the
following forms:

* Use of contractor independent research and development

{IR&D) funds to subsidize defense contract research and
development.

*» Cost ceilings that in essence convert cost-type
contracta into fixed-price contracts.

* Unreascnable capping of annual funding increments on
research and development contracts.
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» Award of develcpmenr contracts at prices that are known
to be less than the contractors' probable costs of
performance.

Mone of these iz an acceptable practice. Contractors should
not ba encouraged or required to supplement DoD appropriations by
bearing a porticn of defense contract costs, whether through use
of their IR&D funds or profit dollars. I have asked my staff to
carefully eaxamine the acguisition strategy and esxecution for ACAT
I programs to ensure that contractor cost sharing is not included,
and to revise the DoD 5000 series directives to more completely
incorporate this policy.

I believe this is a particularly important issue, and I

expact the full support of the Milltary Departlments and Defense
Agenciles to ensure that contractor investment ils curtailed.

A ide)

E. C. Aldridge, Jr.
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MEMORANDUM FOR SEE DISTRIBUTION

SUBJECT: Contractor Cost Sharing

The purpose of this memorandum is to ensure compliance with the
enclosed Department of Defense (DoD) Memorandum entitled "Contracter
Cost Sharing".

In today's environment of reduced defense spending and fewer new
program starts it is shorisighted to require contractor investment in
Defense research and development contracts. Instead, we should permit
contractors to earn a reasonable return on these contracts in exchange for
good performance.

Your full compliance is essential to ensure that contractors are not
encouraged or required to supplement DoD appropriations by bearing a

portion of defense contract cost, whether through use of their internal
research and development funds or profit dollars.

Point of contact for this memorandum is LTC Anthony R. Jimenez,

DSN 664-7158 or commercial (703) 617-7158; his e-mail is
anthony.jimenez @saalt.army.mil.

il

Kenneth J. Oscar
Acting Army Acquisition Executive

Enclosure

Prinled an @ Recycled Paper
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DISTRIBUTION:
PROGRAM EXECUTIVE OFFICERS
AIR AND MISSILE DEFENSE, ATTN: SFAE-AMD, P.O. BOX 1500,
HUNTSVILLE, AL 35807-3801
AVIATION, ATTN: SFAE-AV, BUILDING 5681, REDSTONE ARSENAL,
HUNTSVILLE, AL 35898
COMMAND, CONTROL, AND COMMUNMICATIONS, ATTN: SFAE-C3S,
MYER CENTER, FORT MONMOUTH, NJ 07703-5401
GROUND COMBAT AND SUPPORT SYSTEMS, ATTN: SFAE-GCSS,
PICATINNY ARSENAL, NJ 07806-5000
STANDARD ARMY MANAGEMENT INFORMATION SYSTEMS,
9350 HALL ROAD, SUITE 142, ATTN: SFAE-PS, FORT BELVOIR,
VA 22060-5526
TACTICAL MISSILES, ATTN: SFAE-MSL, RESTONE ARSENAL,
HUNTSVILLE, AL 35898-8000
INTELLIGENCE AND ELECTRONIC WARFARE, ATTN: SFAE-IEW&S,
MYER CENTER, FORT MONMOUTH, NJ 07703-5401

DEPUTIES FOR SYSTEMS ACQUISITION

U.S. ARMY AVIATION AND MISSILE COMMAND, ATTN: AMSAM-DSA,
REDSTONE ARSENAL, HUNTSVILLE, AL 35898-5000

U.S. ARMY COMMUNICATIONS-ELECTRONICS COMMAND,
ATTN: AMSEL-DSA-D, FORT MONMOUTH, NJ 07703-5000

U.S. ARMY TANK-AUTOMOTIVE AND ARMAMENTS COMMAND,
ATTN: AMSTA-DSA, WARREN, Ml 48397-5000

U.5. SOLDIER AND BIOLOGICAL COMMAND, ATTN: DEPUTY FOR
ACQUISITION AND READINESS, NATICK, MA 01760-5000

COMMANDERS

U.S. ARMY PACIFIC, FOR SHAFTER, HI 96858-5100

U.S. FORCES KOREA, APO AP 96205-0010

U.S. ARMY SPECIAL OPERATIONS COMMAND, FORT BRAGG,
NC 28307-5200

U.S. ARMY SOUTHERN COMMAND, MIAMI, FL 33196

U.S. ARMY EUROPE AND SEVENTH ARMY, APO AE 09414-0100

U.5. ARMY FORCES COMMAND, 1777 HARDEE AVENUE SW,
FORT MCPHERSON, GA 30330-1062

U.5. ARMY TRAINING AND DOCTRINE COMMAND, ATTN: ATBO-HS.
5A NORTH GATE ROAD, FORT MONROE, VA 23561-1048




